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They Also Feed the Fires of Inflation 


Credit Restraints Laid on Private Financing Should Be Applied to Federal Loan, 


Insurance and Guarantee Programs. 


by ArtHuR W. CRAWFORD 


— OF unnecessary credit expansion urged upon banks, insurance companies, and 
other private financing institutions by the government as a means of checking inflationary 


pressures, could be made an even more effective instrument were it applied unequivocally to 


those government agencies which, through 
loans, insurance, and guarantees, have been 
feeding the inflationary fires and continue 
to do so. 

The magnitude of the lending, insuring, and 
guaranteeing programs of the Federal government 
is not generally realized. The best single measure 
of these programs is provided by figures on new 
commitments for loans, insurance, and guarantees 


revealed in a special analysis of Federal credit | 


programs appearing for the first time in the Federal 
budget for the fiscal year 1952. 

Total new commitments in the programs covered 
are estimated at $13,340 million for fiscal 1952 
as compared with $13,613 million in fiscal 1951, 
and $11,967 million for fiscal 1950. The 1952 total 
is only slightly less than 1951 and a substantial 
increase over 1950. Administrative costs are not 
included in the analysis’ figures. 

, [Included in the 1952 new commitments are 
$3,493 million of loans and $9,847 million of in- 
surance and guarantees. Actual disbursements of 
loans are estimated at $2,077 million. 

These totals, although large, by no means tell 
the whole story. The loans are only those so classi- 
fied in a separate budget analysis on “Investment, 
Operating, and other Budget Expenditures.” For 
example, all activities of the Commodity Credit 
Corporation are excluded on the theory that price- 
support loans (estimated at $1.6 billion for 1952) 
are non-recourse loans, normally extending only 
for the duration of the marketing season, and are 
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an intermediate step toward the acquisition of assets 
in the form of commodities. 

This analysis also excludes mixed-ownership 
corporations and other government agencies operat- 
ing in whole or in part with private funds. Among 
the government-sponsored credit agencies which 
are thus excluded are the Farm Credit Administra- 
tion (which embraces the Federal Land Banks, the 
Intermediate Credit Banks, the Banks for Coopera- 
tives, the Production Credit Corporations, and the 
Production Credit Associations), the Federal Home 
Loan Banks, the Federal Reserve Banks, and the 
Federal Deposit Insurance Corporation. 

The gross outlay of the CCC for the fiscal year 
is estimated at $2.2 billion — of which three-fourths 
is represented by loans. The agencies of the Farm 
Credit Administration, which finance normal agri- 
cultural operations, extended credit to the amount 
of about $3 billion during fiscal 1950. In the same 
fiscal year, advances of the Home Loan Banks 
amounted to upwards of $400 million. 

Credit agencies of the government offer outstand- 
ing examples of spending programs over which 
adequate fiscal control by Congress is lacking. Their 
functions are carried out under substantive laws 
which make it difficult and sometimes impossible 
for the Appropriations Committees to exercise a 
restraining influence. 

These government corporations and other credit 
agencies are authorized to borrow from so-called 
Treasury public-debt receipts, which are funds 
obtained in financing operations rather than from 
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taxation. While initial capital stock of these corpora- 
tions has been appropriated, no appropriations for 
current operations are required. These agencies in 
most instances maintain revolving funds into which 
are paid receipts from repayments or sales. Net 
withdrawals from, or repayments to these funds are 
reflected in budget expenditures. 


The only limitations upon net expenditures of 
these credit agencies or upon insurance or guar- 
antees are maximum amounts specified in substan- 
tive law. Usually these statutory limits are sufficiently 
large to make unnecessary for years at a time any 
request to Congress for more funds or authority. 
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inflationary lending by Federal agencies, asserting 
these “should be vigorously dealt with at the proper 
places.” 

These lending and insuring agencies were created 
for avowedly inflationary purposes during periods 
of low prices and slack business. The mandates in 
basic laws take little or no account of the desirability 
of contracting credit when economic activity is 
reaching boom proportions. 

In the forefront of inflationary influences are 
those government agencies in the housing field. For 
example, the Federal Housing Administration is 
authorized at present to insure $19.5 billion of 
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If such a request is made, it goes to the legislative 
committees which drafted the substantive laws — 
rather than to the Appropriations Committees. The 
legislative committees rarely have any concern for 
excessively inflationary aspects of a credit program 
or budget deficits. 

How to bring these lending and insuring agencies 
under more effective budgetary control is a problem 
which assumes very great importance in the light 
of the present dangers from inflation and from 
onerous taxation. 

It will be recalled that the President by Executive 
Order delegated to the Federal Reserve Board his 
authority under the Defense Production Act of 1950 
to encourage private financing institutions to enter 
into voluntary agreements and programs to restrain 
credit. With a member of the Board as chairman, 
a Voluntary Credit Restraint Committee has been 
actively at work for a number of months. 


It should be the purpose of financing institutions, 
the Board said in a statement of guiding principles, 
“to extend credit in such a way as to help maintain 
and increase the strength of the domestic economy 
through the restraint of inflationary tendencies and 
at the same time to help finance the defense program 
and the essential needs of agriculture, industry, 
and commerce.” It was also asserted to be “most 
important that loans for non-essential purposes be 
curtailed in order to release some of the nation’s 
resources for expansion in more vital areas of 
production.” The statement also took cognizance of 
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home mortgage loans and $1.25 billion of home 
improvement loans. Instead of imposing restrictions 
upon this program, there is proposed in the 1952 
budget new legislation to add an additional $3 bil- 
lion in mortgage insurance authority. New mortgage 
insurance of the FHA in fiscal 1952 is estimated in 
the budget in excess of $4 billion — which assumes 
availability of the proposed new authorization. 


New guarantees of mortgages by the Veterans 
Administration in 1952 are estimated at almost 
$4 billion. It is estimated that total insurance and 
guarantees of the FHA and VA in force on June 30, 
1952 will be almost $26 billion, with additional 
commitments of $2.8 billion, making total obliga- 
tions of nearly $29 billion. 

Direct government loans for housing, principally 
to public bodies through the Public Housing Admin- 
istration, are increasing under public-debt author- 


izations of $1.5 billion in the low-rent public hous- 


ing program and $1 billion for slum clearance, not 
including grants which will run to substantial 
amounts. It is officially estimated that 40 per cent 
of the present home mortgage debt is insured or 
guaranteed by Federal agencies. Without the in- 
surance and guarantees the volume of private 
housing credit undoubtedly would suffer a shrinkage. 

The government housing programs, whether in 
the form of insurance, guarantees or loans, have 
contributed and continue to contribute to shortages 
of labor and materials and to increased costs. Infla- 
tionary influences remain present to a marked 
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extent, despite some restraint through new controls 
imposed on housing credit by the Federal Reserve 
Board under authority of the Defense Production 
Act. 


Agricultural lending programs are also an active 
inflationary influence of very large proportions. 
The CCC, for instance, has the expressed purpose of 
“stabilizing, supporting, and protecting farm income 
and prices.” The price-support program contributes 
to the spiral of inflation. Farm-price goals auto- 
matically go up under the parity formula as wages 
and prices of industrial commodities rise. The latter 
in turn reflect higher costs of farm products. 


Other agricultural lending programs whose opera- 
tions tend in the same direction include the Rural 
Electrification Administration and the Farmers’ 
Home Administration. The REA, which boasts 
that 86 per cent of all farms are now electrified, 
contributes to shortages of labor and materials, thus 
enhancing the rise of prices in the industrial field. 
The Farmers’ Home Administration goes so far as 
to make 40-year loans for purchase and improvement 
of farms up to 100 per cent of their value. Opera- 
tions of the Farm Credit Administration, while 
financed largely outside the budget and performing 
useful functions, also help sustain the inflationary 
trend. 

In a third major area of government lending — 
for business and industry — impetus continues to 
be given to inflation under statutory authorizations. 
A fundamental purpose of the Reconstruction Fin- 
ance Corporation, for example, is “to assist in 
promoting maximum employment and production.” 
Its program is inherently inflationary, for its assis- 
tance to enterprises having difficulty in obtaining 
funds from banks is a factor tending to nullify 
efforts of the latter to curtail credit. 

The new Administrator of the RFC has taken 
commendable steps toward curtailment of loans 
which might have inflationary effects. A new policy 
of publication of information regarding loans has 
been helpful in this connection. 

In the international field, the Export-Import 
Bank, charged with the duty of aiding the financing 
and facilitating of exports and imports, and two 
international agencies (the International Bank for 
Reconstruction and Development, and the Interna- 
tional Monetary Fund) have also contributed to an 
expansion of credit with inflationary effect. 

The Appropriations Committees have been given 
no opportunity to pass upon a recommendation 
first made in the President’s budget message — and 
reiterated in his special message on foreign aid — 


for an increase of $1 billion in the authorization 
of the Export-Import Bank to draw upon Treasury 
public-debt receipts. 

Some idea of the large amounts involved in 
authorizations to credit agencies to expend from 
public-debt receipts can be gained from a tabulation 
totaling almost $20 billion, which was furnished to 
the Senate Committee on Expenditures recently by 
the Treasury Department. The items making up the 
total represent for the most part maximum author- 
izations for revolving funds. As much as three- 
fourths of the total has been paid out or committed. 
The itemization is significant chiefly as showing the 
magnitude of sums which have by-passed the appro- 
priation process during recent years. 

The authorizations include: 

(In millions) 

Commodity Credit Corporation ............ $ 6,750 

Federal National Mortgage Association 2,750 

Rural Electrification Administration... 2,374 


Export-Import Bank ....................-....--... 2,500 
Public Housing Administration -......... 1,500 
Economic Cooperation Administration 1,322 
Reconstruction Finance Corporation .... 1,000 
General Services Administration (for 

defense production) ...................-....-- 600 
Housing for educational institutions ... 300 
Housing and Home Finance Agency 

(slum clearance) .....................---..--.--- 250 
Farmers’ Home Administration.............. 178 
Veterans’ Administration (direct loan 

WORRIED iis ini once 150 
Tennessee Valley Authority -................. 62 


Housing and Home Finance Agency 
(prefabricated housing) .................... 


$19,786 


The Hoover Commission recommended the plac- 
ing of restrictions on direct loans in non-emergency 
periods. Indeed, there is abundant evidence of the 
need for sharp curtailment of lending and insuring 
activities. Inflationary influences of housing policies 
have become increasingly dangerous. Agricultural 
programs have contributed to the soaring price 
movement. 

Besides modification of inflationary policies 
written into laws which established these lending 
and insurance agencies, amendments to provide 
more adequate fiscal control are becoming increas- 
ingly desirable. 

For example, presently policies as to lending or 
insurance for business or housing are determined 
by the Banking and Currency Committees, and by 
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other committees, including those dealing with 
veterans; those relating to agriculture by the Agri- 
culture Committees; and those in the international 
field by the Banking and Currency, Foreign Affairs, 
and Foreign Relations Committees. The authority of 
the Appropriations Committees under the Govern- 
ment Corporations Control Act of 1945 to propose 
limitations on administrative expenses of govern- 
ment corporations falls far short of the fiscal control 
which should be exercised. 


Embodied in the Fulbright bill, applying specific- 
ally to the RFC (which has been under consideration 
by the Senate Banking and Currency Committee) 
are such methods for bringing the corporations 
under better budgetary control as were proposed 
by a Hoover Commission “task” force and the 
Comptroller General of the United States. A similar 
plan might be applied to government corporations 
generally —but other devices must be found to 
bring mortgage insurance and guarantees by non- 
corporate agencies under better fiscal control. 
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The Fulbright bill authorizes appropriations to 
a revolving fund for the RFC in place of its present 
authority to borrow from Treasury public-debt 
receipts. The effect would be to force the Corporation 
to submit its lending policies for review by the 
Appropriations Committees whenever it needed to 
replenish the revolving fund, which could be held 
at a low level. 


In the absence of amendments to substantive laws 
relating to policies of lending and insuring agencies 
or providing better fiscal control, some steps can 
be taken by administrative officers toward the 
curbing of inflationary tendencies. The new adminis- 
trator of the RFC, for example, is in a position to 
restrict business loans under broad discretionary 
powers previously vested in a board of directors. 


Unless ways can be found to enforce the same 
restrictive policies in public credit as are proposed 
with respect to private credit, the program of the 
Voluntary Credit Restraint Committee may be 
wrecked on the shoals of government inconsistency. 





PROGRAMS OF FEDERAL CREDIT AGENCIES, FISCAL 1952 
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(In millions) 
Est. new loan Est. new Total new loans, Total Uncommitted 
commitments guarantees guarantees credit Cumulative authority 


and insurance authority * commitments end of 1952 















HOUSING 





Veterans Administration $3,955 
Fed. Nat. Mortgage As- 
sociation ___.. See $748 
Fed. Housing Adm. ....... 4,198 
Public Housing Adm. ..... 437 
SNE edie tigress Spccubiins 427 
AGRICULTURE” 
Rural Elect. Adm. _....... 234 
OO 144 77 
BUSINESS 
Defense production _.... 450 1,500 
Recon. Fin. Corp. ......... 253 58 
eee 34 
IN-ERNATIONAL 
Export-Import Bank _... += 790 25 
MP hts 1 
OTHER FUNCTIONS 7 
I ac hitinlelincaisiaccidini $3,493 $9,847 


_ Source: Analysis of Federal credit 


agency ms excludes the C 
Credit. Admini 


$13,340 $61,463 $48,848 $12,616 


programs, 1952 Budget. Items may not add to totals because of rounding. 
Pio os valle gh Focal for loans, pevemions ae enerenes includes $55,963 niles cadlar “audits legislation and 
propos s . New comm t tot i isti islati 
A ne Feng Ae your sage grail por “ a —_ a e existing and proposed legislation. 
, ommod it Corporation on the ground that it has to d ith isiti i 
istration agencies are omitted because they are financed leeashy autdite bn odeet. ee ee 


$39,869 $31,503 $ 8,366 

















$3,955 


748 
4,198 
437 
427 


3,739 3,519 220 
234 
221 


5,835 yh 7 3,081 
1,950 
311 
34 


11,488 10,743 745 
815 
1 


7 532 328 204 


it activities of the government. The official analysis of credit 
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